STATE OF MAI NE Docket No. 98-801
PUBLI C UTI LI TI ES COWM SSI ON
December 15, 1998

NORTHERN UTI LI TIES, | NC. , ORDER
Petition for Approval of

Firm Transportati on Agreenent

and Rel ated Rates

VELCH, Chairnman; NUGENT and DI AMOND, Conm Sssi oner

l. SUMMARY

We approve Northern Utilities, Inc.’s (Northern) proposed
contract filed Cctober 15, 1998 but reserve prudence and
rat emaki ng i ssues to Northern’s next general rate proceeding.

11. PROCEDURAL HISTORY

On Cctober 15, 1998, Northern filed a contract with a | arge
i ndustrial class custoner for Comm ssion approval pursuant to
35-A MR S. A 703(3).! Northern requested expedited revi ew of
this matter.

Wth its filing, Northern submtted a Mdtion for Protective
Order seeking confidential treatnent for certain terns of the
contract and supporting docunents including cost information,
financi al anal yses, and “identifying information concerning the
Custoner.” The Hearing Exam ner issued Protective Order No. 1
granting this confidential treatnent on Novenber 2, 1998.

The Advisory Staff conducted a technical conference with
Nort hern by tel ephone on Novenber 19, 1998 to further explore the
basis for the contract and supporting financial analyses. On
Novenber 20, 1998, Northern filed a letter confirmng that it now
seeks only approval to enter the special contract and agrees to
defer a determ nation of the appropriate ratenmaking treatnent for

Section 703(3) states in part:
It shall be lawful for a public utility to
make a contract for a definite term subject
to the comm ssion’s approval for its product
or service, but the published rates shall not
be changed during the term of the contract
wi t hout the comm ssion’s consent.
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the contract until Northern files for general rate relief.
Northern al so supplied a corrected confidential workpaper.

I11. DISCUSSION?

Under the special contract, Northern will construct
additional facilities and supply firmtransportation service to
the custonmer under particul arized paynent ternms. Because these
terms differ fromNorthern's filed rate schedules and terns and
condi tions, our approval is required for Northern to enter into
the contract.

Nort hern asserts that the special contract is necessary to
avoi d having this custoner bypass its distribution system and
that the rate terns are designed to be consistent with certain
portions of Northern’s currently proposed rate desi gn changes and
reclassification. Once the initial contract termexpires, the
contract may be continued by the parties fromyear to year
thereafter.

Advi sory Staff has reviewed the contract, the supporting
financi al analyses, and the viability of the custoner’s
alternative, and has delved further into the basis for this
arrangenent by questioning Northern in the Novenber 19th
techni cal conference.

By entering this agreenent, Northern retains a |arge vol une
cust oner whose revenue contribution should benefit all other
custoners on Northern’s system by reduci ng average unit cost of
transportation service. Advisory Staff reviewed the financi al
anal yses acconpanying the contract to ascertain that the contract
rates wll exceed the long-run margi nal costs of serving this
| oad and that the threat of by-pass is credible. Staff al so
reviewed Northern's investnment analysis to ascertain that future

cash flows will exceed the cost of the investnent.

W are satisfied that the contract nmeets our threshold for
approval particularly because Northern seeks authority only to

2Because the specific contract terns, financial analyses and
custoner’s nanme are being accorded confidential treatnment, this
Order will discuss the contract only in general terms. W will
keep this docket open to consider further the question whether we
will accord gas utility special contract terns confidentia
treatment in light of conpetitive forces existing in the gas

i ndustry.
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enter the contract, reserving ratemaking issues for a |later
date.® Moyreover, because this contract is for transportation
service, no concern arises as to the inpact that the price
reduction mght exert on the reconcil able cost of gas adjustnent.

Under these circunstances, we find this arrangenent
reasonabl e and approve it for purposes of 35-A MR S. A 8§ 703(3).

We reserve all ratemaki ng and prudence issues for Northern s next
general rate proceeding.

Dat ed at Augusta, Maine this 15th day of Decenber, 1998.

BY ORDER OF THE COW SS| ON

Dennis L. Keschl
Adm nistrative Director

COWM SSI ONERS VOTI NG FOR: NUGENT
DI AMOND
COWM SSI ONER ABSENT: VELCH

®This is consistent with our recent order allowi ng Northern to
revise its investnent test on condition that sharehol ders rather
t han ratepayers bear system expansion risk. See Northern
Uilities, Inc., Proposed Revision to Terns and Conditions to

O fer Pronptional Allowances and Mudify | nvestnent Test, Docket
No. 98-654, Order (Sept. 11, 1998) at 2.




